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December 16, 2010

VIA HAND DELIVERY (ORIGINAL + 4 COPIES)

Mr. Clyde Sonobe, Administrator
Cable Television Division

Department of Commerce and Consumer Affairs
335 Merchant Street, 1% Floor
Honolulu, Hawaii 96813

Re:  Inre Application of Hawaiian Telcom
Services Company, Inc. for a Cable Franchise

Dear Mr. Sonobe:

We are enclosing an original and four (4) copies of the responses of Hawaiian Telcom Services
Company, Inc. (“Applicant™) to the Department of Commerce and Consumer Affairs First
Request for Clarification/Supplemental Information dated December 3, 2010. Also enclosed, in
a sealed envelope, are an original and four (4) copies of responses labeled "Confidential" that
contain information Applicant considers to be confidential, proprietary, and/or highly
competitive. Applicant respectfully requests that the contents of the “Confidential” responses
not be disclosed to third parties without Applicant’s prior written consent.

Very truly yours,

Hawaiian Telcom Services Company, Inc.

-

‘%ﬁi’t(ﬂ . mt«,’a{,

Francis K. Mukai
Vice President, Associate General Counsel
and Secretary



Hawaiian Telcom Services Company, inc.
Responses to DCCA First Request for
Clarification/Supplemental Information

December 16, 2010
Page 1

DCCA-IR-A:
lI.LA. (page 2 of Application). State the location of Applicant's business office.

Response:
1177 Bishop Street, Honolulu HI 96813
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Hawaiian Telcom Services Company, Inc.
Responses to DCCA First Request for
Clarification/Supplemental Information

December 16, 2010
Page 2

DCCA-IR-B:

lI.C. {page 2 of Application). Regarding information on the persons authorized to act
on behalf of Applicant, state the mailing addresses, office telephone numbers and fax
numbers of Mr. Komeiji and Mr. Mukai

Response:
For both:

Hawaiian Telcom Services Company, Inc.
1177 Bishop Street

Honolulu HI 96813

Tel. no. 808-546-3878

Fax. no. 808-546-8992
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DCCA-IR-C:

Hawaiian Telcom Services Company, Inc.
Responses to DCCA First Request for
Clarification/Supplemental Information

December 16, 2010
Page 3

lll. G {(page 8 of Application). The Answer provided is incomplete. Please provide the
specific information requested.

1. State Applicant’s proposed plans and schedule of expenditures for or in support
of the use of public, educational, and governmental (PEG) access channels and
facilities including the following:

a.

Response:

The amount Applicant proposes for the annual access operating fee
payments to the Director or the Director’'s designee for PEG access
purposes. If this proposed payment is based on a percentage of revenue,
explain how the percentage will be calculated.

The amount Applicant proposes for the annual capital fund payments to
the Director or the Director's designee for PEG access purposes. Explain
how Applicant proposes to calculate this amount.

The amount Applicant proposes for the annual access operating fee
payments to the Director or the Director's designee for PEG access
purposes. [f this proposed payment is based on a percentage of revenue,
explain how the percentage will be calculated.

A: Applicant proposes that the annual access operating fee payments for
PEG access purposes be no greater than three percent (3%) of its video
service gross revenues. The actual amount of the payments should be
determined pursuant to discussions between Applicant and the Director or
the Director’s designee and should fairly reflect the high barrier to entry
faced by Applicant in attempting to enter a market long dominated by the
incumbent cable provider.

The amount Applicant proposes for the annual capital fund payments to
the Director or the Director's designee for PEG access purposes. Explain
how Applicant proposes to calculate this amount.

A: Applicant proposes that the annual capital fund payments for PEG
access purposes be no greater on a per subscriber basis than that paid by
the incumbent cable provider. The actual amount of the payments should
be determined pursuant to discussions between Applicant and the Director
or the Director’s designee, and should fairly reflect the high barrier to entry
faced by Applicant in attempting to enter a market long dominated by the
incumbent cable provider.



Hawaiian Telcom Services Company, Inc.
Responses to DCCA First Request for
Clarification/Supplemental Information

December 16, 2010
Page 4

DCCA-IR-D:

lILH (page 9 of Application). State Applicant’'s propased plans and schedule of
expenditures for and in support of Hawaii Public Broadcasting.

Response:

Applicant proposes that its expenditures for and in support of Hawaii Public
Broadcasting be no greater than the amount (currently one percent (1%)) of video
service gross revenues paid by the incumbent cable operator. The actual amount of the
payments should be determined pursuant to discussions between Applicant and the
Director or the Director's designee and should fairly reflect Applicant’s status as the new
entrant in a market long dominated by the incumbent cable provider.
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Hawaiian Telcom Services Company, Inc.
Responses to DCCA First Request for
Clarification/Supplemental Information

December 16, 2010
Page 5

DCCA-IR-E:

V.D.1. (page 21 of Application). Applicant states that there are no audited financial
statements for Applicant only. Provide the latest unaudited financial statements of the
Applicant, Hawaiian Telcom, Inc., and Hawaiian Telcom Communications, Inc.).

Response:

There are no unaudited financial statements solely for the Applicant, Hawaiian Telcom,
Inc., or Hawaiian Telcom Communications, Inc. Financial statements are prepared only
on a consolidated basis for Hawaiian Telcom Holdco, Inc., which is the parent company
of Hawaiian Telcom Communications, Inc., which in turn is the parent company of
Applicant and Hawaiian Telcom, Inc. Attached hereto as Exhibit DCCA-IR-E are the
latest unaudited consolidated financial statements of Hawaiian Telcom Holdco, inc. for
the nine-month period from January 1, 2010 to September 30, 2010. These were filed
with Hawaiian Telcom Holdco, Inc.’s Form 10 filed on November 16, 2010.
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Hawaiian Telcom Services Company, Inc.
Responses to DCCA First Request for
Clarification/Supplemental Information

December 16, 2010
Page 6

DCCA-IR-F:

V1.C.2 Subscriber and Service Projections (page 27 of Application). Applicant's
response appears inconsistent with statement at 111.D. History and experience (page 3
of Application) in which Applicant states that it currently provides non-regulated services
including high-speed Internet, long distance, advanced communication and network
services, directories, and wireless businesses. Respond to Question VI.C.2 for these
and any other services provided by Applicant. Describe in detail the development and
projected growth of any service other than basic and pay video service. Be specific on
the sources and growth of each component of revenues from all Other Services.

Response:

Applicant does not have such forecasts for its non-video services. Please note that
Applicant no longer engages in the directories business, which was sold in 2007 (see
page 3 of the Application).



Hawaiian Telcom Services Company, Inc.
Responses to DCCA First Request for
Clarification/Supplemental Information

December 16, 2010
Page 7

DCCA-IR-G:

VI.J. Form B-9 (page 34 of Application). The Answer does not provide the information
requested. Please provide the specific information requested in Form B-8. To the
extent that portions of Applicant's response cannot be accommodated in the form
provided, please address in a separate document.

Response:

Applicant does not have the information specifically requested by Form B-9. The actual
INET construction cost will depend upon various factors, including negotiation between
Applicant and Hawaiian Telcom, Inc. {or other competitive service provider) of the cost
fo provide the INET constructions and the unique characteristics of each INET location.
Assuming that high speed Ethernet services (1 Gig and higher) are provided to any
INET locations, then using published tariff rates from Hawaiian Telcom, Inc., we
anticipate each circuit to have an average monthly recurring charge of $17,360.00 in
addition to a mileage charge of $364.00 per air line miles. The total cost per circuit will
be $208,320.00 per year plus mileage per location.



Hawaiian Telcom Services Company, Inc.
Responses to DCCA First Request for
Clarification/Supplemental Information

December 16, 2010
Page 8

DCCA-IR-H:

Vill. C. Construction and Safety Standards (page 40 of Application). Specify what
acronyms NESC, NEC and BICSI stand for.

Response:

NESC — National Electrical Safety Code
BICSI - Building Industry Consulting Service International
NEC - National Electrical Code
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DCCA-IR-I:

Hawaiian Telcom Services Company, Inc.
Responses to DCCA First Request for
Clarification/Supplemental Information

December 16, 2010
Page 9

VIII.D. Tower Construction and VII.E. Detailed Construction Drawings (page 41 of
Application). Applicant states that it will be using Hawaiian Telcom, Inc.’s existing
network to provide its video service. Is Hawaiian Telcom going to construct or upgrade
its system in a manner that will accommodate the build-out of Applicant’s video system,
i.e., additional second-generation DSL expansion?

1. If yes, with regard to any construction, upgrades, line extensions and other major
improvements that will be installed during the next five years by Hawaiian
Telcom, Inc. in a manner that will accommodate Applicant’s video service,

provide:

a. Detailed construction drawing(s)/specification(s) of typical poles.

b. A map illustrating sections of the multi-channel video service distribution system
which would be installed overhead and which would be installed underground,
and indication of the lengths of these sections to the approximate nearest tenth
of a mile.

c. ldentification of areas in which existing utility poles would be used, and areas in
which new poles would have to be installed, estimated number of new poles
which would be required, and the approximate distances between poles.

d. For any underground cable sections which would be installed outside public
street rights-of-way, indicate the locations and lengths to the approximate
nearest tenth of a mile.

e. Typical trenching profile, showing conduit type, trench width and depth, bedding,
embedment, and separation from adjacent utilities.

f. Identification of any freeways, railroads or Waterways (including creeks) to be
crossed by the cable distribution system, and locations of crossing.

Response:

Yes. See responses below:

a.

Detailed construction drawing(s)/specification(s) of typical poles.
A: See Exhibit DCCA-IR-I.1.a attached hereto.

A map illustrating sections of the multi-channel video service distribution system
which would be installed overhead and which would be installed underground,
and indication of the lengths of these sections to the approximate nearest tenth
of a mile.



g’

Hawaiian Telcom Services Company, Inc.
Responses to DCCA First Request for
Clarification/Supplemental Information

December 16, 2010
Page 10

A: Hawaiian Telcom, Inc. will be able to provide maps showing the information
requested for only one or two years into the future. Applicant expects to be able
to file these maps with the DCCA in one or two weeks, and requests that the
DCCA not delay acceptance of its Application because of these maps.

ldentification of areas in which existing utility poles would be used, and areas in
which new poles would have {o be installed, estimated number of new poles
which would be required, and the approximate distances between poles.

A: With regard to major improvements installed during the next five years that will
accommodate Applicant’s video service, it is anticipated that existing utility poles
throughout the franchise area will be used and no new poles will be required,
subject however to the possibility that new poles may be required in special
situations such as connecting to a new development not adjacent to Hawaiian
Telcom, Inc.’s network.

For any underground cable sections which would be installed cutside public
street rights-of-way, indicate the locations and lengths o the approximate
nearest tenth of a mile.

A: ltis not feasible to identify all underground lines anticipated to be instalied
outside public street rights-of-way during the next five years.

Typical trenching profile, showing conduit type, trench width and depth, bedding,
embedment, and separation from adjacent utilities.

A: See Exhibit DCCA-IR-l.1.e attached hereto.

Identification of any freeways, railroads or Waterways (including creeks) to be
crossed by the cable distribution system, and locations of crossing.

A: Hawaijian Telcom, Inc.'s network crosses substantially all freeways, railroads,
and inland waterways (including creeks). It would not be feasible to attempt to
identify and list each such crossing.
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Hawaiian Telcom Services Company, Inc.
Responses to DCCA First Request for
Clarification/Supplemental Information

December 16, 2010
Page 11

DCCA-IR-J:

VIII.G. Aid-To-Construction Policy (page 43 of Application). Applicant describes
Hawaiian Telcom, Inc.'s service connection policy filed with the Hawaii Public Utilities
Commission. Under this policy, a service connection is allowed for Hawaiian Telcom's
subscribers of up to 320 feet for aerial and 500 feet for underground no charge.

1. If customer would to like to subscribe to Applicant’s video service but is outside
of the no charge service connection area (but within the 5,000 foot local loop
distance of a central office), will the customer be required o pay for the additional
construction costs for the connection or will Applicant pay for the additional
charges?

Response:

Yes, where a customer is beyond the service coverage area and would like to receive
Applicant's video service in advance of Applicant’s planned service coverage
expansion, that customer would be required to pay for the additional construction costs
for the connection.
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Hawaiian Telcom Services Company, Inc.
Respaonses to DCCA First Request for
Clarification/Supplemental Information

December 16, 2010
Page 12

DCCA-IR-K:

VIIL.I. Cable Drop to Schools (page 44 of Application). Applicant claims that this
requirement may be redundant since the incumbent cable provider already is providing
basic cable service to schools or institutions of higher education. Provide in detail a
description of an alternative option to a basic cable drop to schools.

Response:

A reasonable approach, one that avoids wasteful duplication, is to allow any school or
institution of higher education that does not already have basic cable service to choose
either basic cable service from the incumbent cable provider or basic video service from
Applicant, but not both. Especially given the uniquely-difficult challenge faced by
Applicant against an entrenched competitor, it is not economically feasible or
reasonable to impose on Applicant a requirement to install redundant video services
where cable services already are provided. In addition, the sharing of the burden
between Applicant and the incumbent cable provider should be on the basis of their
comparative gross video revenues, and the decision as to which provider provides a
particular cable drop should take into account the relative burden to each provider to
provide such drop.



Hawaiian Telcem Services Company, Inc.
Responses toc DCCA First Request for
Clarification/Supplemental Information

December 16, 2010
Page 13

DCCA-IR-L:

IX.A.3. (page 48 of Application). Provide the name and addresses of all public
buildings (including education and library buildings) with qualified second-generation
DSL service that will be able to receive Applicant’s service.

Response:

It is not feasible to identify and list all such public buildings. Even if Applicant had or
were able to compile a list of every public building on Oahu, Applicant would need to
individually qualify each such building for service in order to confirm that the building
could actually receive Applicant's service.
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Hawaiian Telcom Services Company, Inc.
Responses to DCCA First Request for
Clarification/Supplemental Information

December 16, 2010
Page 14

DCCA-IR-M:

State the public interest to be served by the issuance of a cable franchise to the
Applicant.

Response:

As mentioned in the Application, there is clear demand on Oahu for choice and for a
competitive video service provider. Applicant seeks to provide the public with the first
real alternative to the entrenched cable provider {the challenges facing direct broadcast
satellite providers limit their ability to be significant competitors). The monopoly status
long enjoyed by the incumbent cable provider on Oahu creates a significant barrier to
entry for any competitor, so much so that if Applicant's Application is denied, or
approved but subject to conditions that prevent it from making it economically feasible to
offer its video service, it is doubtful another significant competitor could enter the market
in the foreseeable future.



Exhibit DCCA-IR-E
See ¥.D.1 on page 21 of Application and
Table of Contents DCCA-IR-E of the DCCA First Request
y for Clarification/Supplemental Information

Huwaiian Telcom Holdco, Inc.
(Debtors-in-Possession)

Condensed Consolidated Statements of Operations

{Unaudited, dollars in thousands, except per share amounts)

Nine Months Ended

September 30,
2010 2009
Operating revenues $ MI329 0§ 308,524
Operating expenscs:
Cost of revenues {exclusive of depreciation and amortization) 121,557 117,963
Sclling, gencral and administrative 94,656 106,603
Depreciation and amortization 126,275 122,180
Totai operating expenses 342,488 346,746
Operating loss {41,159) (33.222)
Other income {expense):
Interest expense {contractual interest was $36,612 ad $60,067 for the nine
months ended September 30, 2010 and 2009, respectively) {21,047) (22,503)
L.oss on interest rate swaps e (3,967)
Enterest income and ether h3) 114
Total cther expense {20,988) {26,356)
Loss belore reprganization items and ineome fax benefit {62,147) (64,578)
Reorganization items 7.301 19956
Loss before income tax benelit {69,448) (84,534)
Income 1ax benefit (346) (7536)
Net loss et 02,102) 8 (83.77%)
oo, Nes toss per common share—basic and diluted 3 {161.45) § (195.74)
: 3 Weighted average shares used to compute net foss per common share—basic and
e diluted 428 000 428 000

Sec accompanying notes 1o condensed consolidated financial statements.
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Hawaiian Telcom Holdco, Inec.
(Debtors-in-Possession)

Condensed Consolidated Balance Sheets

(Unaudited, dollars in theusands, except per share amounts}

September 30, December 31,
2010 2009
As Restated
—sce Note 18
Assets
Current assets
Cash and cash equivalents 3 97,541 § 96,550
Receivables, net 45,544 47,655
Materizl and supplies 6,504 3,871
Prepaid expenses 6,949 4,691
Other current assets 11,780 8,326
Total current asscls 168,318 161,093
Property, plant and equipment, et 669,850 711,265
Intangible assets, net 271,651 301,863
Other assets 7,743 9.456
Toral assets $ 1,117,562 8§ 1,183.677
Liabilitics and Stockholders' Deficiency
Liabilities not subject to compromise
Current abilitics
Accounts payablc $ 28,835 § 30,972
Acerued cxpenses 30,538 27,950
Advance billings and customer deposits 14,854 13,954
Other current Habilitics 5,577 5075
Total current liabilities 80,804 77,951
Lmployee benelit obligations 102,302 113,748
Other liabilities 4,935 4.658
Total Habilities not subjeet lo compromise 188,041 196,357
Liabilities subject to compromise 1.178.396 1,167,584
Total labilities 1,366,437 1,363,941
Commitments and contingencies (Note 15)
Stockholders® deficiency
Common stock, par value of $0.01 per share, 480,000 shares authorized
and 428,000 shares issucd and outstanding 4 4
Additional paid-in capital 429,052 428,993
Accumuiated other comprchensive loss (32,759) {33,191)
Accumuiated deficit (645.172) (576.0°70)
Total stockholders' deficiency (248.873) (180,264)
Total liabilities and stockholders' deficiency 3 1.117.562  § 1.183.677

See accompanying notes to condensed consolidated financial staiements.
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Hawaiian Telcom Holdeo, Ine.
(Debtors-in-Possession)

Condensed Consolidated Statements of Cash Flows

(Unaudited, dollars in thousands)

Nine Months Ended

September 30,
2010 2002
Cash Hows from operating activitivs:
Net loss 3 (69,102) S (83,778)
Adjustments to reconcile net Joss to aet cash provided by operating activities
Depreciation and amortization 126,275 122,180
Employee retirement benelis (1§.4496) 8,288
Provision for uncollectibles 4,501 6,653
Loss on interest rale swaps e 3,967
Interest cost added to loan principal 10,474 7,843
Reorganizition items 7,301 19,956
Changes in operating asscts and liabilities:
Receivables {2,390) 2,031
Material and supplics {2,633) 679
Prepaid expenses and vther current asscls {5,7112) (4,756)
Accounts payable and accrued cxpenscs 6,657 8,225
Advance billings and customer degosits 900 (1,328)
Other cusrent liabilitics 283 )
Other 418 2,205
Net cash provided by operating activitics before reorganization items 65,526 92,163
Operating cush flows uscd by rcorganization items (13,9243 (16.183)
Net cash provided by operating activities 51,602 75,978
Cash flows used in investing activitics:
Capital expenditurcs (50,611} (54.198)
Net cash used in investing activilics (50.611}) (54.198)
Net change in cash and cash cquivalenis 991 21,780
Cash and cash equivalents, beginning of period 96,550} 88,975
Cash and cash equivalents, end of period 3 97,541 % 110,735
Supplemental disclosure of cash flow infermation:
Interest paid, net of amounts capitalized 3 9,892 § 11,665

See accompanying notes to condensed censolidated financial statements.
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Hawaiian Telcom Holdco, Inc.
(Deblors-in-Possession)

Condensed Consolidated Statement of Changes in Stockhelders' Deficiency

(Unaudited, dollars in thousands)

Accumulated
Cammon Stock Addili Other Tolal
Paid-in Comprehensive Avcumclaled Stuckholders'
Shares Amounl Capilal Loss Deficit Deficiency

Bafanee, January 1, 2080 18000 3 4§ 428803 § 33090 5§ (376,070) § (180,264)
Stock based compensation - - 59 - - 59
Net loss — — - — {69,102) (69,102)
Other comprehensive income

Reclassification adjustment for recognition of’ loss on

interesl rate swap - - - b - 416

Unrealized gain on investments e - — 16 — 16
Balance, September 30, 2410 28000 3 4 0§ 4M0s2 3§ 32759) § {15170} § (248.875)
Balance, January 1, 2009 28000 % 4§ 428913 3 {36,097y § (445336) § {12,316)
Stock basedl compensation - e 5% - —_ 59
Het loss - - — - (83,778) {83,778)
(Cther comprehensive income (loss)

Rectassification adjustment for recognition of loss en

interest rate swap —_ - - 4,958 - 4958

Ynrealized loss on invasiments — — — (89) — {89)

Balance, September 30, 2009 428000 4 § 43891 3 (51.228) 5 (523.114) § {151 ,366)

Sce accempanying notes to condensed consotidated financial statements.
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Hawaiian Telcom Holdco, Inc.
(Debtors-in-Posscssion)

Notes to Condensed Consolidated Financial Statements
(Unaudited)
1. Description of Business
Business Description

Hawaiian Telcom Holdeo, Inc. and subsidiaries (the "Company"} is the incumbent local exchange carrier for the State of
Hawaii with an integrated telecommunications network servicing approximately 447,000 switched access §ines as of
September 30, 2010, The Company also served approximately 230,000 long distance lines and 98,000 High-Speed Internet
(HSI) connections as of that datc.

Crganization

The Company has onc direct subsidiary, Hawailan Telcom Communications, Inc. which has two direct
subsidiaries—Hawaiian Telcom, Inc. and Hawaiian Telcom Services Company, Inc. Hawaiian Telcem, Inc. operates the
regulated local exchange carrier and Hawaiian Telcom Services Company, [ne. opcrates ali other busingsses, Hawaiian
Telcom Insurance Company, Incorporated is a captive insurance subsidiary of Hawaiian Telcom, Inc. and, until
December 31, 2003, provided auto liability, general liability and worker’s compensation insurance to its parent. The captive
subsidiary continues 1o seitle claims related 1o incidents which occurred prior to Fanuary 1, 2004, The Company insurcs
current incidents with external carriers. Hawaiian Telcom Scrvices Company, Ing. has four subsidiarics which are inactive.

2. Chapter 11 Reorganization

On December §, 2008 (the "Petition Date"), Hawaiian Telcom Holdco, Inc. and its subsidiaries, with the exception of
Hawatian Telcom Insurance Company, Incorporated (the "Non-Debtor™), (eollectively the "Debtors"} filed voluntary petitions
for reorganization under Chapter 11 of Titic 11 of the United States Code (the "Bankruptey Code™) in the United States
Bankruptey Court for the District of Defaware. The cases were transferred to the District of Hawaii on Decentber 22, 2008
(the "Bankruptey Court™). The cases were being jointly administered under Case No. 08-02005. The Debtors continued to
operate as "debtors-in-possession” under the jurisdiction of the Bankruptcy Court and orders of the Bankruptcy Court. In
general, as debtors-in-possession, the Debiors were authorized under Chagter 11 to continuc to operate as an ongoing
business but could not engage In transactions outside the ordinary course of business without the prior approval of the
Banknptcy Court.

The Bankrupicy Court had approved various motions for refief designed to ailow the Company to continue normal
operations. The Bankruptcy Court's orders authorized the Company, among other things, to: (a) use cash collateral; {b} pay
prepetition and postpetition employee wages, salarics, benefits and other cmployee cbligations; (¢) honor customer service
programs; and (d} continue maintenance of cxisting bank accounts and existing cash management systems,

Subject to certain cxceptions in the Bankruptcy Code, the Chapter 11 filings automaticaily stayed the initiation or
continuation of most actions against the Debtors, including most actiens to colicct prepetition indebtedness or to cxercise
control over the property of the bankruptey cstates, As a result, absent an order frem the Bankruptey Court, creditors were
preciuded from collectien on prepetition debts and substantially all prepetition liabilities were subject to compromisc,

Under the Bankruptcy Code, the Debtors also had the right to assume, assume and assign, or reject certain executory
contracts and uncxpired leases, subjeet to the approval of the Bankruptcy Court

F-30
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Hasaiian Telcom Holdeo, Ine,
(Debtors-in-Possession}

Notes to Condensed Consolidated Financial Statements (Continued)
(Unaudited)

2. Chapter 11 Reorganization (Continued)

and certain other conditions. Generally, the assumption of an ¢xecutory contract or unexpired lcase requires the debtor to cure
certain existing defaults under the contract, including the payment of accrued but unpaid prepetition liabilities. Rejection of
an exccutory coatract or unexpircd lcase typically is treated as a breach of the contract or lease, immediately prior to the
chapter 11 filing. Subject te certain exceptions, this rejection relieves the debtor from performing its future obligations under
that contract but entitles the counterparty to asscrt a prepetition general unsecured claim for damages. Partics to the exceutory
contracts or uncxpired leases rejected by a debtor may file proofs of cfaim against the debtor’s estate for damages.

On June 3, 2009, the Debtors filed a plan of reorganization with the Bankruptey Court together with the disclosure
staiement, On August 28, 2009, the Bankruptey Court approved distribution of the disclosure statement for votc by the
prepetition creditors. On November 13, 2009, the Bankruptcy Court ruled that the plan as presented was approved. The final
confirmation order was issued by the Court on December 30, 2009. The plan of reorganization, including the propesed debt
and cquity structure, was subject to approval of the Hawaii Public Utilities Commission {HPUC) and Federal
Communications Commission (FCC). Approvals were obtained in September 2010 and relevant appeal periods expired in
October 2010.

Adfter satisfying all conditions preeedent to emergence under the plan of reorganization, the Company cmerged from
chapicr 11 cffective as of October 28, 2010. On the ecmergence date the Company cntered into a revised credit agreement with
its former secured lenders for $300.0 million. The new facility is secured by substantially all of the asscts of the Company
and has customary terms and conditiens.

On the emergence date, alf authorized common stock of the Company was cancelled. The senior sccured creditors
received 10,000,000 new common stock shares with a par value of $0.01 per share. The Company received gross proceeds of
$2.1 million for 135,063 shares of new common stock issucd to the participants of a rights offering. Warrants to purchase
1,481,055 shares of new common stock for $14.00 per share were issucd 1o holders of the Company's senior floating notes
and senior fixed rate notes, [n addition, 1,400,000 shares of new common stock were reserved for issuance pursuant to a new
cquity incentive plan.

Pursuant to the plan of reorganization, allowed administrative, priority 1ax, priority non-tax, secured tax and other
sccured claims will be paid in full in cash. For certain contracts that were accepted by the Company, the Company paid cure
amounts for prepetition claims amounting to $5.8 million in October 2010, All other prepetition ciaims are to be scttled for a
fraction of the claim for cash not exceeding $0.5 million.

3. Basis of Presentation

The accompanying unaudited condensed consolidated financizl statements of the Company have been prepared by the
Company in accordance with accounting principles generally accepted in the United States of America. Certain information
and disclosures normally included in annual financial statements prepared in accordance with accounting principles generally

accepted in the United States of America have been omitted and condensed. In the opinion of the Company's management, all
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Hawatian Telcom Holdeo, Inc.
(Debtors-in-Possession)

Notes to Condensed Consolidated Financial Statements (Continued)
(Unaudited)

3. Basis of Presentation (Continued)

adjustments (consisting of only notmal and recurring aceruals) have been made to present fairly the financial position, the
results of operations and cash flows for the periods presented, The results of operations for the periods presented are not
neeessarily indicative of the resulis o be expected for the full year, Although the Company belicves that the disclosures arc
adcquate to make the information presented not misteading, these financial siatements should be read in conjunction with the
Company's audited conselidated financiat statements as of and for the year ended December 31, 2009,

Caslt and Cash Equivalents

Cash and cash equivalents include cash and moacy market accounts with maturities at acguisition of three months or
less. The majority of cash balances at Scptember 30, 2010 are held in two banks cither in a short-term U.S. Treasury moncy
market account or in demand deposit accounts,

Supplemental Non-Cash Investing and Financing Activities

Accounts payable included $8.5 million and §7.7 miition at September 30, 2010 and 2009, respectively, for additions to
property, plant and equipment.

Taxes Collected from Cusromers

The Company presents taxcs cellected from customers and remitted to govermmentat authoritics on a gross basis,
including such amounts in the Company's reported operating revenues. Such amounts represent primarily Hawaii state
general excise taxes and HPUC fees. Such taxes and fees amounted to $4.6 million and $4.5 miilion for the nine months
cnded September 30, 2010 and 2009, respectively.

Earnings per Share

Basic carnings per share is based on the weighted cffect of all common shares issued and outstanding, and is caleulated
by dividing earnings by the weighted average shares outstanding during the period. Diluted carnings per share is calculated
by dividing the carnings, adjusted for the effect, if any, from assumed conversien of all potentially ditutive common sharcs
cutstanding, by the weighted average number of common shares used in the basic carnings per share calculation plus the
number of common shares that would be issued assuming cenversion of all potentially dilutive common shares outstanding.
The computation of diluted carnings per share excludes the impact of outstanding stock options as they are currently
antidilutive 1o earnings per share.

Subsequent Events

The Company cvaluated and gave recognition, if appropriate, to subsequent events which occurred after the financial
statement date of September 30, 2010 through November 16, 2010, the date on which the condensed consolidated financial
stalements were available to be issucd,

4, Recently Issned Aceounting Pronouncement

In October 2009, the Financial Accounting Standards Board ("FASB") issued new guidance on accounting for
multiple-deliverable revenue arrangements requiring entitics to allocate revenue in an
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4, Recently Essued Accounting Pronouncement (Continued)

arrangement using estimated sclling prices of the delivered goods and services based on a selling price hicrarchy, The
amendments climinate the residual methed of revenue allocation and require revenue to be allecated using the refative selling
price method, The guidance should be applicd on a prospective basis for revenue arrangements entered into or materially
modified in fiscat ycars beginning on or after June 13, 2010, with carly adoption permitted. The Company is currently
cvaluating the potential impact of the accounting guidance on the consolidated financial statcments,

5. Reorganization

The accompanying condensed consolidated financial statements have been prepared in accerdance with accounting
standards for financial reporting by entities In reorganization under the Bankruptey Code. In accordance with those standards,
all prepetition liabilitics subject to cempromise have been segregated in the condensed consolidated balance sheets and
classified as liabilitics subject to compromisc a? the estimated amount of the allowable claims. Liabilitics not subject to
compromisc are separately ¢lassified as current or nencurrent, The Company's condensed consolidated statements of
operations for the nine months ended Scptember 30, 2010 and 2009 present the results of operations during the Chapter 11
proceedings. As such, any revenuces, expenses, and gains and losses realized or incurred that are directly related to the
bankruptcy case are reported separately as reorganization items due to the bankruptey. The operations and financial position
of the Noa-Debtor, included in the condensed consolidated staiements of eperations and condensed consolidated balance
shects, arc not significant.

Reorganizarion lems

Reorganization items represent expense or income amounts that were recognized as a direct result of the Chapter 11
filing and are presented separately in the condensed conselidated statements of operations. Such items consist of the
following (dollars in thousands):

Nive Months Ended
Seplember 30,

2010 2009
Professional foes $ 7308 0§ 20722
Canccllation of liability — {733)
Other D] (33)

§ 7301 3 19,956

Professional fees relate 10 legal, financial advisory and other professional cosis directly associated with the
reorganization process. The cancellation of liability for the nine months ended September 30, 2002 represents an agreement
with a vendor to wave prepetition amounts duc in coancction with a contract extension.

Net cash paid for reorganization items, consisting of professional and other fees, amounted t0 $13.9 million and
$16.2 million for the nine months ended September 30, 2010 and 2009, respectively.
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5. Reorganizatien (Continued)
Liabilities Subject to Compromise
Liabilitics subject to compromise refer to Habilitics ineurred prior to the Petition Date, The amounts of the varicus
categories of liabilitics that are subject te compromise are set forth betow, These amounts represent the estimates of known or
potentiat prepetition date claims that are likely to be resolved in conncetion with the bankruptey filings. Such claims remain
subject to future adjustments. Adiustments may result from negotiations, actions of the Bankreptey Court, rejection of the

executory coniracts and unexpired leases, the determination of the value sceuriag claims, proofs of claim or other events.

Liabilitics subject 1o compromise at September 30, 2010 and December 31, 2009 consisted of the following (doltars in
thousands}):

September 30, Decembier 31,
21149 2009

Notes payable to banks, revolving credit facility 3 93,048 § 91,486
Notes payable 10 banks, Tranche C term loan 503,222 494,311
Senior floating rife notes 150,000 150,000
Senior fixed rate notcs 200,000 200,000
Senior subordinated nofes 150,000 £50,000
Scnior notes accrued intercst 29,914 29,914
Settlement on swap liability 15,890 15,621
Accounts payable 34,857 34,724
Cther 1,465 1,528

g i,178.396 3 1,167,584

Liabilities not subject to compromise included; (1) labilities held by the Non-Debtor entity; (2) liabititics incurred after
the Petition Date; (3) prepetition date liabilitics that the Debtors cxpected to pay in full, even though certain of these amounts
could not be paid until a plan of rcorganization was cffective; and (4) prepelition dae labilitics that have been approved for
payment by the Bankruptcy Court and that the Debtors cxpected to pay (in advance of a plan of reorganization) in the
ordinary course of business, including certain employee related items (e.g., salaries, vacation, and medical bencfits),

6. Receivables

Receivables consisted of the foilowing (doflars in thousands):

September 34, December 31,
2010 200%
Customers and other 3 58,226 § 60,655
Adlowance for doubtful accounts {12.682) (13.000)
3 45544 % 47,655
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7. Long-Lived Assets

Preperty, plant and cquipment consisted of the following {dollars in thousands):

September 30, December 31,
2010 2009
Property, plant and cquipment cost 3 1231918 % 1,182,746
Ecss accumulated depreciation and amortization 562.068 471,501
3 GHOB50 711,265

The gross carrying amount and accumulated ameortization of identifiable intangible asscts are as follows {dellars in

thousands):
September 30, 2080 December M, 1003
Gross Grass
Carrying Actumulaied Nel Cazrying Carrying Apeumulaied Net Carsying
Valye Amoriization Value Value Amoriization Value
Subjest lo amortizalion:
Custemer relationships 3 ;9w S 159448 8 244451 3 503900 3 mnr 3 274,663
Covenant not to compele 4000 4000 — 4,000 4400 -
507.900 263449 244.451 507.900 23131 214 563
N Mot subject lo amortization:

o \‘»% Bramd name 21200 - 2200 17.208 - 27.200
7 11,200 - 21,200 21200 - 120

3535000 5 63448 8§ 271651 5 snml00 8 PEINET I 301 863

Amortization expense amounted to $30.3 million and $32.4 million for the nine months ended September 30, 2010 and
2009, respectively, Estimated amortization expense for the next five years and thereafter is s follows (dollars in thousands):

2010 b3 10,071
2011 37,690
2012 35,300
2013 32,346
2014 30,829
Thereafter 98913

5 249,451
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8. Accrued Expenses

Accrued expenses consisted of the following (doilars in thousands):

September 30, December 31,
2000 2009
Sajaries and benefits 3 29,112 § 25,381
Other taxes 2426 2,569
$ 31538 3 27,950
9. Long-Term Debt
Long-term debt consisted of the following (dolars in thousands):
Interest
Rate ag
Scptember 30, Final September 30, December 31,
2010 Matyricy 2010 2009
Notes payable to banks, revelving eredit
facility 4.50% April 30,2012 % 93048 3 91486
Motes payable 1o banks, Tranche C term
loan 4.75% June 1, 2014 503,222 494311
Sendor floating rale notes 6.03% May 1, 2013 130,000 130,000
Senior fixed rate notes 9.75% May 1, 2013 200,000 200,000
Scenior subordinated notes 12.50% May 1, 2015 150,000 150.000
1,096,270 1,085,797
Less liabilities subject to compromise (1.096,270) (1,085.797)
3 — 3 —

In accordance with accounting standards for financial reporting by entities in reorganization under the Bankruptey Code,
the unsceured senior floating rate notes, senior fixed rate notes and scnior subordinated notes have becn presenied as
liakilities subject to compromise. In addition, as the bank debt is under secured, it is also presented as a liability subject to
compramisc.

Notes Payable to Banks

Borrowings under the bank credit facilities provided for an interest at a rate cqual w the applicable margin plus, at the
Company's option, cither: (a) a basc rate determined by reference to the higher of (1) prime rate, as defined, and (2) the
federal funds rate plus '/2 of 1%; or (b) a Burccurrency rate on deposits of one-, two-, three- or six-month periods (or nine- or
twelve-month pericds if, at the time of the borrowing, all lenders agree to make such a duration available), The Evrocurrency
rates could not be selected for any interest periods beginning when the Company was in default on the credit facilities. The
Company continued to pay all interest due on the bank credit facilitics through February 28, 2009. Effective March 1, 2069,
the Company agreed with its secured lenders (bank debt lenders and swap counterpartics) to pay a reduced levet of interest,
Beginning on
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9. Long-Term Debt {Continued)

March 1, 2009 through the effective date of the plan of rcorganization, intercst was being paid to all secured lenders based on
a principal bajance of $300.0 million. The difference between the stated rate of interest and interest paid, became an
additional sccurcd obligation of the secured lenders. The interest on the bank credit facilities that was added to the principal
balance amounted to $0.5 million and $7.8 million for the nine months ended September 30, 2010 and 2009, respectively.

Under the Plan of Reorganization the obligations under the senior credit facilities and the indentures governing our notes
were cancelled and we entered into a new terny loan in the amount of $300.G million. The new term foan will mature in 20135,

Defanits

The filing of the Debtors' Chapter 11 cases constituted an event of default under the bank credit facilitics and the senior
notes' indentures. The Company believes that any remedics that may have cxisted for these events of default were stayed
under the Bankruptcy Code.

Cantractual Interest Expense

The Company recorded postpetition intercst on prepetition obligations only to the extent it believed the imerest would be
paid during the bankruptcy proceedings or that it was probable that the interest weuld be an allowed claim. Had the Company
recorded interest cxpensc based on all of the prepetition contractual obligations, interest expense would have increased by
$35.6 and $37.6 miliion for the nine months ended Scptember 30, 2010 and 2009, respectively,

10. Derivative Instruments and Hedging Activities

The Company milizes a combination of fixed-rate and variablc-rate debt 1o finance its operations. The variable-rase debt
cxposcs the Company to variability in interest payments due to changes in interest rates. Management believes that it is
prudent to mitigate the interest rate risk on a portion of its variable-rate borrowings. To meet this objective, management
maintained interest rate swap agreements to manage fluctuations in cash flows resulting from adverse changes in interest rates
on its term loans and notes.

Changes in the fair value of intercst rate swaps designated as hedging instruments that effectively offset the variability of
cash flows associated with the Company's variable-rate debt obligations are reported in accumulated other comprehensive
loss. These amounts are subsequently reclassified into interest expense as a yicld adjustment of the hedged interest payment
in the same period in which the related interest payments affect carnings.

On December [, 2008 and December 2, 2008, the Company's swap agreements were terminated by the counterparties
under the default provisions of the agreements, The swap termination liability of $15.9 million, included in Habilities subject
t0 compromise, is coliateralized by the samc assets that collateralized bank debt and was of the same priority as bank debt in
the Chapter 11 proceeding.

In the first quarter of 2009, as the Company negotialed the terms of its restructuring with its lenders, the Company
concluded that the notional amount being hedged in the Company's hedge
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10. Derivative Instruments and Hedging Activities (Continued)

effectivencss documentation was greater than the expeeted amount of debt outstanding during the remaining term of the
original hedges because of the agreed upon reduction in interest payments {sce Note 9). A loss of $4.0 million was recognized
in the first quarter of 2009 for the additional amount of ineffectivencss in the Company's interest rate swaps.

The impact of the interest rate swaps, ¢lassified as cash flow hedges, was as foliows {dollars in thousands):

Ninc Months

Ended
September 30,
2010 2008
Amount of toss reclassified from accunulated other comprehbensive loss into income
(effective portion) recognized as interest expense § 46§ 991
Loss recognized in income on derivative (ineffective portion) included in othey income
(expense) e (3,967)

Amounts included in accumulated other comprehensive loss for the cash flow hedges will be reclassified into carnings as
cash interest is paid on the underlying debt that was hedged. The amortization will continue through the maturity date of the
original hedges of December 31, 2010, Amounts expected 1o be reclassificd during the next 12 months is less than
$0.1 million.

11, Emptoyee Benefit Plans

The Company sponsors a defined benefit pension plan and postretirement medical and life insurance benefits for union
cmployees. The Company also sponsors a cash balance pension plan for nonunion employees.

The Company accrucs the costs of pension and postretirement benefits over the period from the date of hire until the date
the ecmployee becomes fully eligible for benefits, The following provides the components of benefit costs for the nine months
caded Scptember 30, 2010 and 2009 (dollars in thousands):

Pension
Nine Months Ended
September 30.
; 2010 2009
Service cost 3§ 5268 % 5,218
Inicrest cost 7,611 7,081
Expected assel return (6,300} (4,450)
Amortization of loss 1.143 2,128
Net periodic benefit cost 7,113 2977

F-38




Table of Contents

Hawaiian Telcom Holdco, Inc.
{Debtors-in-Possession)

Notes to Condensed Consolidated Financial Statements (Continued)

{(Unaudited)
11. Employee Benefit Plans (Continued)
Other Postretirement Bencfits
Nine Months Ended
Seplember 39,
2010 2009
Service cost $ 855 3% 770
Interest cost 1,098 1,364
Net periodic benefit cost 5 2553 8 2134

The Company previously disclosed in its consolidated financial statements for the year ended December 31, 2009 that it
expected to contribuic $23.5 mitlion to its pension plan in 203C. As of September 30, 2010, the Company has contributed
$20.6 million. The Company presently anticipates contributing the full amount during the remainder of 2010,

12, Income Taxes

The income tax benefit differs from the amounts determined by applying the statutory federal income tax rate of 34% to
the loss before income tax benefit for the following reasons (dollars in thousands):

Nine Months Ended

. September 30,
S 2010 2009,
; Benefu at federal rate b {23,613} % (29,587}
i Increase (decrease) resulting from:
State income taxes, net of lederal income Lux (2,778} (4,137)
Valuation allowance 26,045 32,968
income tax benefit R (346) S {756)

A valuation allowance has been provided at September 30, 2010 and December 31, 2009 for the deferred tax assets
because of the uneentainty of future realization of such amounts, The Company will continue 1o assess the recoverability of
deferred tax asscts and the related valuation allowance. To the extent that the Company gencrates taxable income in future
periods and it determines that such valnation allowance is no lenger required, the tax benefit of the remaining deferred tax
assets will be recognized at that time.

The Company cvaluates its tax positions for liability recognition, As of Scptember 30, 2010, the Company had no
unrccognized tax benefits. Ne interest or penaltics related to tax assessments werce recognized in the Company's condensed
consolidated statements of operations for the nine months ended September 30, 2010 or 2009, All tax years from 2006 remain
open for both federal and Hawaii state purposes,
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13. Stock Option Plan

On November 8, 2005, the Company adopted a stock option plan (the "Plan') that permits the grant of options to its key
employces and independent directors and those of its wholly owned subsidiarics. The purpose of the Plan is primarily to align
compensation for key executives with the performance of the Company. All options are 1o be granted at an exercise price that
is greater than or cqual to the fair value of the common stock of the Company on the date the stock option is granted.

The Company recognized compensation expense of less than $0.1 million for the nine months ended September 30,
2010. Compensation expense was Jess than $0.1 mitfion for the nine months ended September 30, 2009,

4. Comprehensive Income (Loss)

A summary of components of comprehensive income (loss) is as follows (dollars in thousands):

Nine Months Ended
September 30,

2010 200%
Net loss § (69,102) §  (83,778)
Other comprchensive income (loss)-—
Reclassilication adjustment for recognition of loss on interest rate swap 416 4,958
Unrealized gain (loss) on investments 16 (89)
Other comprehensive income 432 4.869
Comprchensive loss $ {68.670) § [78.909)

15, Commitments and Contingencies
Third Party Claims

In the normal course of conducting its business, the Company is involved in various disputes with third partics, including
vendors and customers, The outcome of such disputes is generally uncertain and subject to commercial negotiations. The
Company periodically assesses its liabilities in connection with these matters and records reserves for those matters where it
is probable that a loss has been incurred and the loss can be reasonabiy estimated. Based on management's most recent
assessment, the Company believes that the risk of loss in excess of liabilities recorded is not material for all outsianding
claims and disputes and the ultimate outcome of such matters will not have a material adverse cffect on the Company's results
of operations, cash flows or financial position.

Litigation

The Company is involved in litigation arising in the normal course of business. The outceme of this litigation is not
cxpected 1o have a materiat adverse impact on the Company's condensed consolidated financial statements.
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15, Commitments and Contingencies (Continued)
Chapter 11 Claims

On December 23, 2008, the Clerk of the Banksuptey Court filed the Notice of Chapter 11 Bankruptey Cases, Mecting of
Creditors, & Dcadlines, cstablishing April 27, 2009 as the general claims bar date for cach entity other than governmental
units to file Proofs of Claim and July 31, 2009, as amended, as the claims bar date for govermmental units, Based on
management's most recent assessment, the Company belicves the amount by which claims differ from liabilitics recorded is
not materiai and the ultimate outcome will not have a matertal adverse effect on the Company's resulis of operations, cash
flows or financial position.
16, Fair Valuoe of Financial Instruments

The following method and assumptions were used to estimate the fair value of cach class of financial instrumnents for
which it is practical to cstimate the fair value. it was not practical 10 estimate the fair value of most financial liabifitics as of

September 30, 2010 and December 31, 2009 because of the Chapter 11 proceeding,

Cash and cash cquivalents, accounts receivable and accounts payable—The carrying amount approximates fair value
because of the short maturities of these instruments.

Investment securitics—The fair value of investment securities is based on quoted market prices. Investment securitics
arc included in other assets on the condensed consolidated balance sheets,

The cstimated fair value of financial instruments is as follows {dollars in thousands):

Carrying Fair
Valug Value
Scptember 30, 2010
Asscts—investment in U.S, Treasury obligations (Level 1) 3 1,860  § 1,860
December 31, 2009
Asscts—investment in U.S. Treasury obligations (Level 1) 5 2,090 § 2,09

Fair Value Measurements

Fair value for accounting purposcs is the price that would be received to scil an asset or paid to transfer a Hability in an
orderly transaction between markes participants al the measurement date (exit price).

Accounting standards establish # fair value hicrarchy that prioritizes the inpwis used 1o measure fair value, The hicrarchy
gives the highest priority 1o unadjusted quoted prices in active markets for identical asscls or Habilitics (Level |
measurement) and the lowest priority 1o unobservable inputs (Level 3 measurement),

Assels measured at fair value on a recurring basis represent investment securities included in other assets,
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17, Segment Information

The Company operates in two reportable segments (Wircline Services and Other) based on how resources are altocated
and performance is assessed by the Company's Chief Executive Officer, the Company's chief operating deeision maker, The
Wireline Services scgment provides local elephone service including voice and data transport, enhanced custom calling
features, nctwork access, directory assistance and private lines. In addition, the Wireline Services segment provides Intemet,
long distance services, managed services, customer premise equipment, data solutions, biiling and collection, and pay
telephone services, The Company also is currently ineurring certain costs related to the development of a video services
affering. The Other segment consists primarily of wircless services.

The following table provides operating financial information for the Company's two reportable scgments (dollars in
thousands}):

Wireline Intersegment
Services Olher Eliminztion Totat
For the nine months ended and as of
September 30, 2040
Operating revenucs
Local voice and other retail services S 198,761 % 4,676 § (1,092) $ 202,345
Network access services 98.984 — — 98,984
3 297,745 & 4676 % (1.092) § 301,329
Depreciation and amortization $ 126,189 8§ 8¢ % - & 126,275
Net loss (66,742) (2,360) — (69,102)
Capital expenditures 52,156 — - 52,156
Assets 1,116,882 630 — 1,117,562
Asscts as of December 31, 2009 3 1,182,783 § 894 § —  § 1,183,677
For the nine months ended Scptember 30,
2009
Operating revenues
Local voice and other retail services 3 205,803 § 5310 8 (1,094} $ 210,019
Network access services 98,505 o — 98,505
§ 304308 3 5310 § (1094 § 08,524
Dcpreciation and amertization 8 122,094  § 86 3 — § 122,180
Net Joss (80,273) (2,411) (1,094) (83,778)
Capital expenditures 57,037 — — 57,037

13. Restatement

Subsequent to the issuance of the 2009 consolidated financial statements, the Company's management determined that
the Company had incorrectly assigned a value to an identifiable intangible asset for franchise rights in conjunction with the
purchase of an acquired business. Because of the unique nature of this particular nentransferable franchise right, the
Company concluded there is not an independent market participant useful for purposes of determining a separately
identifiable
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18, Restatement {Continued)

value. Henee, the Company concluded no value should have been assigned. The purchase price should have instead been
allocated 1o goodwill of its wireline segment. As a result, the accompanying financial statements have been restated. The
restatement resulted in the elimination of 2n impairment oss on the franchise right intangible asset that had been recognized
in the 2007 results of operations and reclassification of the franchise right intangible assct (including the amount previously
impaired) to geodwill of the Company's wircline segment. In conjunction with the restatement and the Company's annual
impairment tests for goodwill, the Company concluded that the goodwill was impaired in 2007,

Becausce of the differences in intangible assct amortization for income tax and financial reperting purpeses, the 2007

restatement also impacted the condensed consolidated statement of operations for the nine months coded September 30, 2000
as Tollows (dollars in thousands):

As Previeusly

Reported Adj is As Restuted
T.oss from continuing operations before incoine taxes $ (84,534) % - § (84,534)
Income tax benefit 24) {732) (756)
Met Joss by (Ha510) 3% 732 3 (83.778)
Net loss per common sharc—basic and diluted $ (197.45) 3 i71 £ (195.74)

The Company's condensed consolidated statement of cash flows for the aine months ended September 30, 2009 was
T restated for cash flows from operating activitics as foliows {dollars in thousands):

As Previously

Reported Adjustmenis As Restated
Net loss 5 (84,510) % 72 s (83,778)
Adjustments to reconcile net loss to net cash provided by
operating activitics
Deferred income taxes 732 (732) e
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18. Restatement (Continued)

The consolidated balance sheet as of December 31, 2009 was restated as follows (dollars in thousands):

As Previcusly

Reported Adjustments As Restated

December 31, 2009

Intangiblc assets, net 3 368,163 § (66,300) § 301,863
T'otal asscts 1,249,977 (66,300) 1,183,677
Deferred income taxes 5 1,275 8§ {1,275) 3% s
Total liabilities 1,365,216 {1,275) 1,363,941
Accumulated deficit (511,045) (65,025) (576,070)
Total stockholders' deficiency (115,239) (65,025) {180,264)
Total liabiiitics and stockhelders’ deficicney 1,249,977 (66,300) 1,183,677

The statement of changes in stockholders' deficiency was also restated for the changes in equity as indicated above.
19. Reorganization Subsequent Event

After satisfying all conditions precedent 10 emergence under the plan of reorganization, the Company emerged from
chaplcr 11 cffeclive as of October 28, 2030,

o

5 The Company's emergence from the Chapter 11 proceedings has resulied in a new reporting entity and the adoption of
/; fresh-start reporting. The consolidated financial statements as of September 30, 2010 do not give effect to any adjustment in
the capital structure changes or to the carrying values of assets or liabilities that will be recorded upon the adeption of fresh
start reporting and implementation of the Campany's plan of reorganization.

Pro Forme Financial Informativn

The following unaudited pro forma balance sheet reflects adeption of fresh start reporting and imptementation of the
pian of rcorganization as if it had been cffective September 30, 2010. Reorganization adjustments have been estimated in the
pro forma financial information 1o reflect the discharge of certain prepetition liabilities and the adoption of fresh-start
reporting based on purchasc accounting rules.

Estimated reorganization adjustments in the pro forma balance sheet result primarily from the: (i) changes in carrying
values of assets and liabilitics to refleet fair values including the establishment of certain intangible assets; () discharge of
the Company's prepetition liabilitics in aceordance with the plan of reorganization; (iii) addition of new financing; and
{iv) issuance of new comson stock and warraats and cancellation of old commeon stock. No incremental cash proceeds are
expected to be raised upon the effectiveness of the plan of reorganization other than a nominal amount from a stock rights
offering made to certain secured creditors.
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19. Reorganization Subsequent Event (Continued)

These adjustments are based upon the preliminary work of the Company to determine the relative fair value of the
Company's assets and Habilitics. The allocation of the reorganization enterprise value to individual assets and labilitics wil}
change based upon the completion of the fair value process and will result in differences to the fresh-start adjustments and
attocated values estimated in this pro forma information. Such differences may be significant primarily as related 1o the split
between categories of long-lived assets. However, we currently aaticipatce that the allocation of value to total long-tived assets

will not vary considerably. In addition, we do not expect a significant change in stockholders’ equity on a pro forma basis.
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(Unaudited, Doltars in thousands)

Historical Plan Fresh-Start Pro Farma
Sepiember 30, Reorganization Valuatipn September 30,
2610 Adjusiments Adjustments 201
Assets
Current asscts
Cash and cash equivalenss 3 97,541 $ (8,000)b) $ — $ 89,541
Reccivables, net 45,544 — — 45,544
Maiterial and supplies 6,504 -— e 6,504
Prepaid expenses 6,949 —_— —_ 6,94%
Other current asscts 11,780 — — 11.780
Tota) current asscls 168,318 (8,000) — 160,318
Property, plant and cquipment, net 669,850 — {203,170 1) 406,680
Iniangible assets, net 271,651 — {198,351 }{d) 73,300
Other assets 7743 — — 7,743
Total asscts 3 1.117.562 $ (8.000) by (461.521}) § 648,041
Liabilities and Stockholders’
Equity (Deficieney)
Liabifitics not subjeel 10 compromise
Current liabilities
Accounts payable ) 28,835 $ - by — $ 28,835
Accrued expenses 31,538 e - 31,538
Advance billings and cuslomer
deposits 14,854 e — 14,854
Other current liabilities 5,577 — — 3,577
Total current liabilitics 30,504 — — 80,804
Long-term debt — 300,000 (b) - 300,000
Emptoyce benefit obligations 102,302 —_ —_— 102,302
Other liabilitics 4,935 — — 4,935
Total fizbilities not subject to
COMmpromise 188,041 300,000 - 488,04]
Liabilities subject to compromise 1,178.396 (1.178.396)(b) e o
Totai figbilities 1,366,437 (678,396} s 488,041
Stackholders' cquity {(deficicncy)
Cemmon stock 4 100 (c) (o) 100
Additional paid-in capital 429,052 159,500 (c) {429,052 )(c) 159,900
Accumulated other comprehensive
loss (32,7593 —_ 32,759 (c} —
Accumulated deficit {645,172} 710,396 (o) (65.224)(¢) e
Total steckhelders’ cquity
{deficiency) {248 815) 870,396 {(461.521) 160,060
Total liabilities and stockholders'
equity {deficiency) b 1,117,562 $ {8,000} 3 {46§.521}) $ 648.041

(a} The consolidated pro forma balance sheet estimates the effect of implementing the plan of reorganization and fresh start
reperting which will be reguired for financial reporting upon emergence frem the Chapter 11 proceedings, Under
fresh-start reporting the reorganization enterprise value of $460.0 million is allocated $160.0 million to equity and
$300.0 million to the new term loan. The adjustments in the consolidated pro
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forma balance sheet are estimates. Actual adjustments will be based on the final valuation and may be materially
different than these presented hercin.

(b) Reflects the discharge of prepetition liabilitics in accordance with the plan of rcorganization and the reclassification of
the remaining liabilitics subject to compromise 1o the appropriate hability accounts, Liabilitics are expected to be
satisfied with payment of cash $8.0 million {including contract cure costs), a new term toan of $300,0 mitlion and
issuance of cquity of $160.0 million for both commeon stock and warrants. To facilitate the calculation of the enterprise
value, the Company developed a sct of financial projections which were included as part of the Company's plan of
reorganization. The estimates and assumptions made in this valuation are inherently subject 1o significant uncertaintics
and the resolution of contingencics beyond the reasonable control of the Company, Accordingly, there can be no
assurance that the cstimates, assumptions and amounts reflected in the valuations will be realized and the actual resuits
could vary materially. Moreover, the market value of the Company's common stock may differ materially from the
equity valuation.

() Reflects the issuance of new common stock and wasants to prepetition creditors and the gain on discharge of liabilities
subject to compromise.

{d} Reflects changes to the carrying value of assets and Jiabilitics to fair values. No adjustment has been reflected for
accounts receivable and inventory as carrying valuc approximates fair value. The split between categories of long-lived
asscls is an estimate and Jikely will change and such change could be significant.

(¢) Reflcets the climination of the historical accumulated deficit and other cquity accounts and an adjustment to
stockholders' cquity to result in the estimated reorganized equity value.

Upon adoption of the fresh-start accounting the consolidated statement of eperations will reflect the impact of the
rcorganization and fresh-start adjustments as reorganization items. [n periods subscquent to adoption of fresh-start, the
adopticn of a new basis of accounting is expected to result in significantly lower depreciation and amortization currendly
estimated at an annual amount ranging from $70 million to $90 million. In addition, subsequent to the chapter 11 emergence
date, no further reorganization costs are anticipated, which were $7 million for the nine months caded September 30, 2010,
and annual interest expense on the new financing is expected to appreximate $27 million.
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Exhibit DCCA-IR-1.1l.e

See VII.E on page 41 of Application and
DCCA-IR-I.1.e of the DCCA First Request

; for Clarification/Supplemental Informatio

NEW aC PVMT. 215* MIN,
THICK, MIX IV OR MATCH
EXISTING, WHICHEVER IS
GREATER (SEE NOTEMN

g7 can) TRENCH WIDTH
12° (STATE) . -

SAW-CUT EXIST.
AC PVMT. BEFGRE
MATCH EXIST. TRENCHING

GRADE (TYP,

BOTH SIDES) SAW-CUT EXIST. PYMT.
AND APPLY TACK COAT
BEFORE REPAVING
(TYP. BDTH SIDES)

EXIST.
GROUND

/

: PRIME COAT
'i:;!""“" 6" MIN. BASE-COURSE OR
Z f EQUAL TO EXISTING,

% WHICHEVER IS GREATER

L CLR {STATE & E&C)

LN A SELECT BORROW SUB-BASE
jS}2§}2§§4;22§>2§> SHALL BE EDUAL TO EXIST.
£ )§2?§%>C>;Q> \S IN THICKNESS & DUALITY
: 2
o AN

", PRI PLACE B-MIL ORANGE

A PP COLORED PLASTIC WARNING
TAPE NOT LESS THAMN 4*
WIDE "ENTIRE LENGTH OF
TRENCH. TAPE SHALL READ
"WARNING-STOP DIGGING-
CALL HAWAIIAN TELCOM
CABLE BURIED BELOW,
FAILURE TO COMPLY COULD
RESULT IN LEGAL ACTION',

.'
L

NOTE; e : -
. INTERMEGIATE BACKFILL
gﬁszSQEUESHEE MATERIAL SHALL MEET
C&C OPW STANDARD

EQIE‘?'FILEEF[!NTHAN SPECIFICATION SECTION 11

THICKNESS aND
QuaLITY PROFILE GRADE

NEW CONC, ENCASED
DUCT BANK

TYPICAL TRENCH DETAIL
SCALE: 1" = 1-0"

DRAWN BY: ALMA TITLE:
CHECKED B

\ SCALEs I = 1'-@’ R —
lf Ea

E— DATE: 8-23-94 OGN NO. 34028

MR o R M e e e P R G M G S MM e M e A A e e e e e W M B Me G mr Em Em R P i e e e e M G G e e e A e e o



